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EXECUTIVE SUMMARY

In advance of implementing new welfare policies, lowa changed the name of the program that
provides cash assstance to families with dependent children from the “Aid to Families with
Dependent Children (AFDC) Program” to the “Family Investment Program (FIP)” on July 1, 1993.
Three months later, on October 1, 1993, acting under waivers of certain federal regulations, lowa
replaced the policies that had formerly governed the provision of assistance to low-income families
with anew set of policies* The new policies amost immediately came to be referred to as “FIP.”

Relative to AFDC policies, FIP policies place less emphasis on maintaining the incomes of client
families and more emphasis on increasing their participation in employment and training. To reinforce
these incentives, lowa implemented complementary reforms to the Food Stamp Program that also
provide enhanced incentives for employment and training. FIP and the welfare-reform Food Stamp
Program anticipated the fundamenta shift in welfare policy nationwide away from long-term income
maintenance and toward temporary assistance leading to employment that culminated in the passage
of the federal Personal Responsibility and Work Opportunity Act of 1996.

The interim research findings presented in this report show that FIP increased employment among
welfare recipients during thefirst two years of the program’ s existence, suggesting that the state’ s early
implementation of the reformsimbedded in FIP may facilitate achievement of the work requirements
in the 1996 Act. While there is no evidence from the first two years of data that the reforms have
reduced participation in FIP, thereis some evidence of areductionin FIP benefits in the second year.

THE GOALSAND PROVISIONS OF IOWA'SWELFARE REFORM

FIP relies on acomprehensive package of incentives, services, and sanctions to encourage clients
to engage in behaviors that facilitate their achievement of self-sufficiency. While self-sufficiency is
the program’ slong-run goal, state welfare policy makers established three more immediate goals for
FIP.

Making Work Pay. The former AFDC program imposed a high “tax” on earnings, thereby
discouraging welfare recipients from working. In most circumstances, the tax on earningsis lower
under FIP than under AFDC, thus alowing afamily to achieve a higher level of income at agiven
level of earnings under welfare reform. FIP provides a four-month Work Transition Period (WTP)

In August 1993, acting under Section 1115 of the Social Security Act, the U.S. Department of
Health and Human Services granted lowa waivers from certain regulations governing the AFDC
program. At that same time, acting under Section 17(b) of the Food Stamp Act, the U.S. Department
of Agriculture granted the state waivers from certain regulations governing the Food Stamp Program.
These waivers gave lowathe legd authority to implement welfare-reform FIP and its welfare-reform
Food Stamp Program, and to operate those reforms programs for a period of five years.
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to families without significant income from employment in the previous year. During this period,
current earnings do not affect the amount of the FIP cash benefit. If afamily isnot eligible for the
WTP, or if its four-month period of WTP eligibility has expired, then FIP provides several earnings
disregards that jointly imply a 40 percent tax rate on earnings, in contrast to a rate of between 67
percent and 100 percent under AFDC. Together, the WTP and the earned-income disregards mean
that FIP families benefit substantially more from employment and earnings than did AFDC families.

Responsibility with Consequences. FIP was designed to shift much of the responsibility for the
long-run economic well-being of low-income families from the state to the parents in those families.
To ensure that parents understand this responghility, FIP requires them to develop and sign a Family
Investment Agreement (FIA). The FIA is a contract specifying the steps that the parents will take
to achieve economic self-sufficiency and the financial assistance and services that the state will
provideto facilitate that process. Failure to develop and sign an FIA, or abandonment of an existing
FIA, resultsin aclient family being assigned to the Limited Benefit Plan (LBP), under which its cash
grant isfirst reduced for three months and then eliminated for the succeeding six months.

The FIA process occurs under the auspices of the PROMISE JOBS program, which provides
employment and training opportunities for welfare recipients in lowa. Exemptions from the
requirement to participate in PROMISE JOBS are sgnificantly restricted under FIP relative to AFDC.
PROMISE JOBS offers a menu of services and opportunities similar to those offered by JOBS
programs in other states, including orientation and assessment, group and individual job search, and
education and training. FIP clients who fail to participate in these activities at the levels specified in
their FIAs are considered to have abandoned their FIAs and are subject to assignment to the LBP.

Family Stability. The designers of FIP regarded stable two-parent families as akey to achieving
family self-sufficiency and building strong communities. They aso believed that many AFDC policies
undermined the formation and maintenance of two-parent families by restricting these families' access
to public assistance. In response, they designed FIP to promote and support family stability by
making it easier for two-parent families to qualify for cash assistance. For example, FIP eliminates
severd AFDC requirements that restrict eligibility for two-parent families, thus making it easier for
these families to qualify for assistance and reducing the unintended incentive for parents to split up
to qualify for assistance.

THE DESIGN OF THE WELFARE REFORM EVALUATION

The terms and conditions of the federal waivers that authorized lowa to implement welfare
reform required the state to evaluate the reform program and specified key features of the evaluation
design. Foremost among the federal specifications was that the evaluation have an experimenta
design, with random assignment of ongoing and applicant cases to treatment (reform) or control (pre-
reform) status. The federal specifications aso directed DHS to construct four research samples:



(1) ongoing welfare cases (cases active in FIP in September 1993),2 (2) ongoing Food Stamp-only
cases, (3) applicants for FIP assistance after September 1993, and (4) applicants for Food Stamps
only after September 1993. Within each sample, cases were randomly assigned to treatment or
control status in atwo-to-one ratio. Administrative data on individual casesin each of the research
samples were to be collected throughout the five-year operation of the welfare reform program. In
addition, survey data were to be collected from a sample of research cases to supplement the
administrative data.

DHS purposefully selected nine of its ninety-nine counties to be research counties. It did this
with attention to the capacity of the local DHS and PROMISE JOBS offices to administer the reform
and pre-reform programs concurrently, to the need for a mix of urban and rural counties, and to the
desirability of representing each of DHS sfive administrative regions. Because the research counties
were not randomly selected, one cannot generdize from findings based on the research sample to the
statewide welfare caseload. However, the random assignment of individual research cases to
treatment and control status means that one can generalize from the research sample results to the
full welfare caseload in the nine research counties.

The design for the welfare reform eva uation was fully implemented during the initial two and
one-haf years of FIP. Ongoing FIP and Food Stamp-only cases were randomly assigned to treatment
or control status just prior to October 1, 1993. The research sample of ongoing FIP cases contains
approximately 5,000 treatment cases and 2,500 control cases. Applicant FIP cases were randomly
assigned during the 30 months between October 1993 and March 1996. The sample of applicant FIP
cases contains approximately 6,150 treatment cases and 3,170 control cases. Smaller samples of
ongoing and gpplicant Food Stamp-only cases were also randomly assigned to treatment or control
status. The integrity of the random assignment process has been established by satistica
comparisons of the treetment and control samples, review of county sampling logs for applicant cases,
and on-site observations of the gpplicant sampling process. Through September 1998, administrative
data on sampled cases are periodically being extracted from state automated systems to provide a
tota of five years of datafor ongoing cases and between two and one-haf years and five years of data
for applicant cases.

The lowa welfare reform evaluation comprises seven mgjor research components.

Process study

Impact study

Cost-benefit study

Client survey

Calculation of federal cost neutrality

Client focus group discussions and customer satisfaction survey
Special studies (e.g., the study of lowa’'s Limited Benefit Plan)

NoorwWDE

Cases that were active in FIP in September 1993 were receiving assistance under pre-reform
policies. Some of these ongoing FIP cases were randomly selected to continue receiving benefits
under pre-reform policies beginning on October 1, 1993 (treatment cases), and some were randomly
selected to begin receiving benefits under reform policies (control cases).
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Reports on each of these evaluation components except the client survey have been prepared.
The reports on the first three components (the process, impact, and cost-benefit studies) are based
on data collected during the first two years of welfare reform (October 1993 through September
1995). Thisreport--the report on two-year impacts--isthe first of these three to be publicly released;
the process and cost-benefit reports will be released early in 1999. In addition, afinal report on the
impact study, based on data collected during five years of welfare reform (October 1993 through
September 1998), is scheduled to be released in the summer of 1999. The client survey is being
conducted in mid-1998 through early 1999 and findings from the analysis of the resultant data will
be presented in areport that is scheduled to be released in the fall of 1999.

THE OBJECTIVESOF THE IMPACT STUDY

Asexplained in the preceding section, the impact study isjust one component of a comprehensive
evauation of welfare reformin lowa. The objectives of the overall evaluation are much broader than
those of the impact study. Furthermore, this particular report--on impacts over the first two years
of welfare reform--addresses only a subset of the objectives that have been established for the impact
study. Thisreport presents methodologically rigorous estimates of the impacts of welfare reform on
participation in employment-related activities offered through the PROMISE JOBS program, on
employment and earnings, on FIP and food stamp participation and benefits, and on combining work
with welfare. Subsequent reports will present estimates of impacts on these outcomes over longer
time periods--up to five years following the implementation of welfare reform--as well as on a broader
set of outcomes. The broader set of outcomes will include the imposition of sanctions under FIP,
cooperation with child support enforcement, measures of family structure and functioning, expanded
measures of employment, as well as other outcomes.

THE DESIGN AND METHODS OF THE IMPACT STUDY

Attainment of the objectives of the impact study is complicated by the fact that there have been
many changesin lowa since the implementation of welfare reform in October 1993 that are incidental
to the reform program but that may have affected the state's welfare caseload. These include
demographic changes and changes in the economic climate. Simple comparisons of caseload
statigtics before and after October 1993 may reflect the influences of these incidental factors as well
asthe influence of welfare reform. For example, the FIP caseload declined 5 percent during the two
years following the implementation of welfare reform, from 36,404 cases in September 1993 to
34,692 casesin September 1995. While thisdrop in the FIP caseload coincided with the introduction
of welfare reform, it is also true that lowa’'s economy was expanding robustly during this period.
Therefore, the gross reduction in the welfare caseload during this period amost certainly overstates
the true impact of the reform.

Theimpact study uses the evaluation’ s experimental design--the random assignment of ongoing
and applicant cases to treatment or control status--to identify and estimate the net effects of welfare
reform; that is, the changes in the welfare caseload that are strictly due to the reform program.
Random assignment ensures that treatment and control cases are, on average, aike in their
characterigtics and are equally subject to the influence of external factors, such as lowa' s economic



expangon. The key difference between these two groups is that the treatment cases are subject to
the welfare reform provisions but the control cases are not. Thus, differences between these two
groups in the mean value of an outcome measure must be due not to external factors or to differences
in characterigtics, but rather to welfare reform. Reiterating a key point, because the economic
expansion equally affects treatment and control cases, its effect is neutralized by the experimenta
design.

This report presents impact estimates that are based on administrative data from severa state
automated systems pertaining to the first two years following the implementation of welfare reform
on October 1, 1993. The basic unit of time for the impact analysis is the calendar quarter. When
necessary, we transformed the data so that all values that are measured over time are expressed as
quarterly amounts. Our analysis of impacts on ongoing research cases is based on eight quarters of
data; whereas our andlysis of impacts on applicant casesis based on just four quarters of data. Fewer
quarters of data were available to us on applicant cases because those cases entered the research
sample gradualy during the two-and-one-half years following the implementation of welfare reform.
By redtricting the analysis of applicants to just those cases that applied for assistance during the first
year of the reform period, we ensured that a minimum of four quarters of follow-up data were
available on each applicant case. In order to maintain a constant sample size for the analysis of
applicants, we did not attempt to analyze any more than four quarters of data. Subsequent reports
under this evaluation will present impact estimates for both applicant and ongoing cases that will be
based on additional quarters of data.

THE IMPACTS OF IOWA’'SWELFARE REFORM

The impacts of lowa's welfare reform were estimated separately for the evaluation’s four
samples. applicant FIP cases, ongoing FIP cases, applicant Food Stamp-only cases, and ongoing
Food Stamp-only cases. Virtually none of the impact estimates based on the two samples of Food
Stamp-only cases are statistically significant. Therefore, this summary focuses on key findings for
the two FIP samples. Estimates of the impact of lowa’ s welfare reform are presented for four types
of outcomes:

1. Participation in employment-related activities through PROMISE JOBS
2. Employment and earnings

3. Program participation (FIP and Food Stamps) and benefits

4. Combining work and welfare

For a subset of these outcomes, we attempt to identify the impact of specific components of the
reform package.

Participation in Employment-Related Activities (Table S.1). lowa s welfare reform relieson
FIPfinancia incentives and PROMISE JOBS training and job search services to bring about increases
in employment and to reduce welfare participation and benefits. The rate of participation in
PROMISE JOBS is ameasure of the state’ s success in delivering training and job search services
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to FIP cases. If thisrate were no higher under welfare reform policies than under pre-reform policies,
then there would be little reason to expect those services to have any greater impact on employment
and welfare outcomes under reform policies than under pre-reform policies.

Table S.1 shows that rates of participation in PROMISE JOBS after random assignment, both
overall (any activity in any PROMISE JOBS component) and in six of seven maor training
components, are higher among the treatment cases in the evaluation’ s research sample than among
the control cases. There is strong evidence of increases in PROMISE JOBS participation for both
applicant cases and ongoing cases, but when measured on a percentage basis, the increases are
generdly two to three times larger for applicants. These results confirm that welfare reform has
brought about an increase in participation in employment-related activities through PROMISE JOBS.

Employment and Earnings (Table S.2). lowa swelfare reform has generated increases in both
employment and earnings. Among ongoing cases, these effects were stronger during the second year
of welfare reform than during the first year. In the second year, welfare reform led to 3 percent
higher employment and 8 percent higher earnings among ongoing cases (although only the latter
effect isgatidticdly significant). Wdfare reform had relatively large impacts on applicant cases, even
in the first year following application. In that year, welfare reform increased applicant cases
employment by 6 percent and their earnings by 12 percent.

Program Participation and Benefits (Table S.3). The positive impacts of welfare reform on
employment and earnings have not been accompanied by reductions in FIP participation--at |east, not
during the first two years of welfare reform. Follow-up analyses might reveal such an impact later
inthe reform period. Although FIP participation was unaffected by welfare reform during the first
two years, the average FIP benefit was 4 percent lower in the second year for ongoing cases exposed
to reform policies. Thisis consistent with our finding of higher earnings among these cases in the
second year of reform.

Welfare reform has led to reductions in Food Stamp participation and benefits for ongoing cases.
Significant reductions were achieved in both the first and second year of reform, with larger
reductionsin the second year. In that year, receipt of Food Stamps by ongoing cases was down by
3 percent as a consequence of the reforms and their average Food Stamp benefit was 7 percent lower.
The reduction in Food Stamp participation was concentrated among cases that had left FIP--those
that were subject to reform policies were more likely to aso leave Food Stamps, whereas those that
were subject to control policies were more likely to remain on Food Stamps. The reduction in the
average Food Stamp benefit can be attributed to both the reduction in Food Stamp participation and
the increase in cash income from higher earnings or FIP benefits. The results for applicant cases do
not support afinding that welfare reform reduced Food Stamp participation or benefits in the first
year following application.
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Combining Work and Welfare (Table S4). Thefindings presented in Table S.4 document that
the previoudy-discussed increases in employment among ongoing and applicant FIP cases due to
welfare reform are a consequence of reform-induced increases in employment while on welfare.
This table shows welfare reform led to relatively large increases in the percentages of ongoing and
applicant cases that combine work with welfare.

Among ongoing cases, the increase in cases combining work with welfare is offset by reductions
in both (1) receiving welfare but not working, and (2) working but not receiving welfare. These
findings from the first two years of welfare reform indicate that the reform program encourages
ongoing cases that remain on welfare to obtain jobs and also discourages working cases from leaving
welfare.

Among applicant cases, the increase in cases combining work with welfare is offset by a
reduction in the percentage of casesthat are not working. These results indicate that lowa s welfare
reform is effective in encouraging applicant cases to work during their initia year following FIP
application. However, they provide no evidence that the reform program induces applicants to reject
welfare in favor of work during that year.

The Effects of Specific Reform Components. The FIP evaluation was designed to produce
estimates of the impacts of the full welfare-reform program in lowa. The design is not one that will
permit us to estimate with full confidence the impacts of specific components of the reform program.
However, because certain identifiable segments of the FIP caseload are more likely than others to be
affected by specific components or combinations of components, we can obtain empirical evidence
that may be suggestive of the impacts of those components. Ongoing and applicant cases with young
children were especidly likely to demongtrate reform-induced increases in employment and earnings.
These cases were likely to be subject to expanded PROMISE JOBS participation requirements under
welfare reform.

Among all ongoing cases, the most significant impacts of welfare reform on employment and
earnings were for those cases with young children but without recent earnings. Among all applicant
cases, the most significant impacts on employment and earnings were for those cases with young
children and with recent earnings. Cases without recent earnings were more likely to be digible for
the Work Transition Period than cases with recent earnings. Consequently, this pattern of impacts
suggests, but does not prove conclusively, that the WTP, when combined with expanded PROMISE
JOBS participation requirements, was more effective at promoting employment and earnings for
ongoing cases than for applicant cases.
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DISCUSSION OF THE IMPACT ESTIMATES

Welfare reform in lowa has increased participation in the PROMISE JOBS employment and
training program. Further, the PROMISE JOBS services and sanctions, combined with the incentives
to work provided by the FIP ligibility and benefit schedules, have resulted in modest increasesin
employment and earnings among ongoing and applicant FIP cases. These increases, however, were
not accompanied by reductions in FIP participation during the first two years of welfare reform.
Rather, the higher earnings disregards under welfare reform enabled some families with employment
to qudify for assstance and other families dready on assistance to obtain employment without losing
their FIP eigibility. However, the higher earnings among ongoing reform cases was reflected in a
lower average FIP benefit in the second year of reform.

While reducing the welfare casdoads is agoal of lowa s welfare reform, the lack of a reduction
in FIP participation in the initial reform period is not a surprise to the designers of the reform
program. Our analysis of the net federd cost of lowa’ s welfare reform suggests that reform-induced
reductionsin FIP participation may be evidenced in the longer run. That analysis, which is based on
three years of data (rather than the two years of data underlying thisimpact analysis), shows that the
federa government experienced net costs of welfare reform during the first six quarters following
program implementation, but experienced net savingsin five of the subsequent six quarters. Whether
reductions in FIP participation (along with reductions in the average FIP benefit and other factors)
contributed to that reduction in federa costs remainsto be seen as we extend the impact analysis into
the third year of welfare reform and beyond.

We found large net impacts of welfare reform on the employment and earnings of families with
young children--agroup of families very likely to be affected by the reform’ s expanded requirements
for participation in PROMISE JOBS. The design of the FIP evauation does not alow firm
conclusions to be drawn regarding the impacts of these, or other, specific reform components or sets
of components. However, these findings suggest that the PROMISE JOBS expansions, combined
with welfare reform’ swork-oriented financia incentives, may be effective at increasing employment
and earnings.
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